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SUMMARY 


Pakistan sustained solid growth during fiscal year 1987 (July 1, 1986- 

June 30, 1987). GDP and GNP growth slowed to 6.2 and 5.2 percent, 
respectively, primarily due to a decline in workers' remittances and to low 
wheat prices. The federal deficit increased 27.9 percent. Record crops 
were reported in sugar, maize, and cotton. Inflation during Pakistan fiscal 
year (PFY) '87 was officially estimated at 3.7 percent, the lowest level 
since 1970. Exports were up over 20 percent; imports declined by 2.5 
percent. Foreign exchange reserves at year's end stood at $865 million, or 
about 7.7 weeks of imports. The rupee depreciated slightly against the 
dollar. 


Pakistan has begun to rebuild democratic institutions. National elections 
were held in February 1985 and martial law--in effect since 1977--was lifted 
in December of that year. The majority Muslim League has formed a 
government under Prime Minister Junejo, and federal and provincial 
assemblies meet regularly in open debate. Benazir Bhutto, head of the major 
opposition party, Pakistan People's Party (PPP), was allowed to return from 
abroad in April 1986. Controls on political expression have been lifted, 
and there is lively debate about government policies in major newspapers. 
New elections are scheduled for 1990. 


Despite recent ethnic clashes in Karachi and bombings related to the Afghan 
war, Pakistan's capable private sector businesspeople and investors appear 


cautiously optimistic about prospects for future investment. Prime Minister 
Junejo's Government has reaffirmed that the private sector is to serve as 
the engine of industrial growth. In the past year, a number of 
industries--among them sugar and some fertilizers--have been deregulated; 
initial steps have been taken to make some public sector enterprises 
self-sustaining; and financial markets have been liberalized. More remains 
to be done to mobilize domestic resources, increase investment, and 
restructure industrial and trade incentives and pricing policies. 


Since the 1979 Soviet invasion of Afghanistan, the Pakistani Government has 
been at the center of diplomatic efforts to effect complete Soviet troop 
withdrawal. To reinforce Pakistan's determination to resist Soviet 
political and military pressure and its ability to succor more than three 
million Afghan refugees, the United States has provided foreign assistance 
of $3.2 billion for a 6-year period running through 1987. Negotiations on a 
new 6-year assistance package of $4.02 billion were concluded in 1986. 


Prospects for American business in Pakistan are good. Pakistan should be an 
expanding market for U.S. goods and services, which are popular with 
industry and consumers. Foreign investment--especially in high technology, 
agribusiness, telecommunications, and energy exploration--is welcomed. 





PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


Pakistan is one of the world's poorer countries, with annual per capita 
income of approximately $330. The population, now at 100.7 million, 
continues to grow at about 3 percent per year. The relative prosperity of 
the industrialized regions around Karachi and Lahore and the rich farming 
areas of the Punjab contrast sharply with semiarid Baluchistan and the 
mountainous Northwest Frontier. 


Pakistan has experienced historically uneven development: rapid industrial 
growth in the 1960s was followed by virtual stagnation under the socialist 
policies of former Prime Minister Bhutto. Since reestablishment of economic 
stability and increased fiscal discipline in 1977, real GDP growth has 
averaged 6.7 percent per year. The share of agriculture in GDP has declined 
from 53.2 percent in 1950 to 25.5 percent in PFY '87. Conversely, 
manufacturing now contributes almost 20 percent to GDP (compared to 7.8 
percent in 1950). 


Federal budget deficits have been an increasing concern in recent years, 
because public borrowing could fuel inflation. In June 1987, the govermment 
made an unsuccessful attempt to raise revenue for the coming year through 
additional taxes and other measures. New steps must be taken to increase 
tax revenue through broadening the tax base. Continued balance-of-payments 
improvement depends on steps to remove tariff barriers and diversify 
exports. 


The government is expected to present the Seventh Five-Year Plan--which 
would run from PFY 1989 through 1994--by the beginning of calendar year 
1988. This plan and the Annual Development Program that flow from it are 
key elements in setting priorities for government expenditures and policy. 


Agriculture: Agriculture employs 54 percent of the labor force in Pakistan, 
earns (directly or indirectly) approximately 70 percent of export revenues, 
and contributes 26 percent to GDP. Relying on the world's largest 
contiguous irrigation system, Pakistan grows cotton, rice, wheat, sugarcane, 
and a variety of fruits, vegetables, and other grains. Favorable weather 
and improved government policies have spurred agricultural production during 
the past 10 years. Pakistan is now essentially self-sufficient in wheat 
(the staple food for most of the population), rice, and many minor staple 
crops. Although a poor harvest can dictate importation of some food items, 
the country is basically a net agricultural exporter. 


Cotton, rice, and wheat make up almost 70 percent of the value added in crop 
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output. Cotton production reached an all time high in PFY 1987 of 7.8 
million bales, 9 percent higher than the previous year. Rice output in PFY 
1987 was 3.5 million tons, a 21 percent increase over 1986. This was due to 
an expansion in area planted (spurred by price increases) and a sharp rise 
in yield. 


Output of wheat in PFY 87 was an estimated 12.5 million tons, 3.4 percent 
short of the target which was not met due to drought conditions during a 
critical growth period and to heavy rain at harvest time. Wheat was 
derationed in March 1987. The wheat subsidy was reduced by 30 percent, a 
significant step toward decontrolling and deregulating the economy. 
Eventually, this should save the government rupees (Rs.) 3 billion in wheat 
subsidies. 


Cotton, wheat, and sugarcane output targets are expected to be achieved in 
the coming year. Due to drought conditions, basmati rice production is 
expected to drop slightly, while production of irri rice may decline 
sharply. Overall agricultural growth is projected at 4.7 percent. 


Two-thirds of Pakistan's cotton crop is exported as either cotton or yarn; 
the same proportion of rice also is exported. Major agricultural imports 
are edible oil (75 percent of consumption), tea (100 percent of 
consumption), inedible tallow and dried milk powder. 


Most Pakistani farmers continue to employ traditional cultivation 
techniques. Average yields are low by world standards as well as by those 


of more progressive farmers in the country. The Pakistani Government hopes 
to increase productivity by improving the use of modern inputs and credit; 
rehabilitating the aging irrigation system and improving water management; 
providing incentives for planting high value and exportable crops; and 
strengthening extension services, education, and research. 


Manufacturing: Pakistan has developed a fairly broad industrial base after 
starting from scratch in 1947. Industry contributes approximately 20 
percent to GDP and has become increasingly important to the country's 
development and export potential. Cotton textile production is Pakistan's 
single most important industry, accounting for 23 percent of manufacturing 
value-added, 41 percent of manufacturing employment, and almost 20 percent 
of exports. Pakistan also has important cement, vegetable ghee, fertilizer, 
sugar, steel, machinery, and food processing industries. 


In PFY 1987, manufacturing grew by 7.4 percent. Large-scale manufacturing 
increased 6.7 percent, primarily due to rises in production of trucks, 
buses, and cement. Small-scale manufacturing grew by 9.4 percent. This was 
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in part due to increased production of cooking oil, cotton yarn, and sugar. 
Exclusively in private hands, Pakistan's small-scale industries are widely 
dispersed geographically and provide improved income distribution. They 
contribute 30 percent of manufacturing output and provide 80 percent of 
manufacturing employment. 


The public sector share in Pakistani industry has diminished over recent 
years. In PFY 1982, industry was divided evenly between the public and 
private sectors. By PFY 1986, the public sector accounted for under 20 
percent of total fixed capital formation. Large public sector enterprises 
include: Pakistan Steel, State Engineering Corporation, National Fertilizer 
Corporation, State Cement Corporation, Pakistan Automobile Corporation, and 
State Petroleum Refining and Petrochemical Corporation. 


During PFY 1987, exports of manufactured goods increased by approximately 42 
percent. Synthetic and cotton textile exports grew by 318 and 42 percent, 
respectively. A reduction in import duties on polyester fiber and yarn 
created incentives for increased synthetic cloth production. In past years, 
the high level of industrial protection and long-standing bias in favor of 
import substitution made production for the internal market more attractive 
than production for export. To enhance industry's contribution to export 
growth and the creation of jobs, Pakistan will have to take more steps to 
expose its factories to the challenges of international competition. 


Although many domestically owned banks and large industries were 
nationalized in the 1970s, more recently the Pakistani Government has 
depended on the private sector to fuel economic growth through new 
industrial investment. The government has announced its intention to sell 
blocks of shares in selected state-owned industries. In PFY 1987, domestic 
investment under $28 million in 11 categories of industries was exempted 
from requirements for obtaining new investment approvals. Five categories, 
primarily those pertaining to the defense and nuclear technology industries, 
remain on the approval list. A "one window" facility has been announced 
whereby approvals for new domestic investment may be obtained in 
comprehensive fashion, although this will take some time to function 
smoothly. Foreign investment continues to require government approval. 


Energy: Two-thirds of Pakistan's energy requirements are met by commercial 
resources and one-third by sources such as firewood, charcoal, and cow 

dung. In PFY 1986, petroleum (75 percent imported) met 41 percent of 
commercial energy, natural gas 35 percent, hydroelectricity 17 percent, coal 
6 percent and nuclear and LPG 0.5 percent each. There has been an upsurge 
in oil and gas exploration, with numerous companies (including U.S.) 
negotiating 
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concessions. Total electrical generating capacity is estimated at 6,731 
MW. During the Seventh Plan, the government plans to install additional 
electrical generating capacity of €,868 MW, of which 2,188 MW will be hydel 
(hydro) and 4,680 thermal. 


Energy demand in the domestic sector has grown at an annual compound rate of 
14.9 percent in the last 5 years; increased domestic consumption has 
depressed the share of energy available to production sectors. The annual 
amount of value added lost due to load shedding is estimated at $500 
million. Although oil prices are not subsidized, diesel prices are among 
the lowest in the world for an oil importing country. Electricity prices, 
which are about two-thirds of long-run marginal cost, are low by world 
standards. 


Domestic production of crude oil increased from 40,878 barrels per day (b/d) 
in June 1986 to 41,287 b/d in March 1987. During the first 9 months of PFY 
1987, 34 development wells were drilled, 14 in ‘the public sector and 20 by 
private industry. Reserves are estimated at 154.29 million barrels. Oil 
consumption totals about 160,000 b/d. In PFY 1987, crude oil and petroleum 
products imports amounted to 119,000 barrels or $900 million. While the 
amount of imported oil increased 2.3 percent over the past year, the total 
value declined 43 percent due to falling oil prices. 


Natural gas accounts for 35 percent of commercial energy supply. Production 
during PFY 1987 was 417,560 million cubic feet (up 5.1 percent over the 
previous year) due primarily to full production in two new fields, Dhurnal 
and Pirkoh. During the first 9 months of PFY 1987, production increased 6.5 


percent over the corresponding period of the previous year, primarily due to 
price decontrol. Natural gas reserves are estimated at 19.5 trillion cubic 
feet. 


Hydropower supplies 17.4 percent of Pakistan's needs and 55 percent of 
electricity. The Tarbela Dam has been expanded through projects supported 
by the World Bank and Asian Development Bank. ‘The government is considering 
two additional major hydro projects, the Kalabagh and Basha Dams, as well as 
other smaller facilities. 


The private sector accounts for 93 percent of Pakistan's coal production, 
which meets about 6 percent of domestic energy needs. Coal reserves are 
estimated at over 1.3 billion tons. During 1985-86, reported coal 
production was 2.2 million tons. Unreported production was estimated at 1.9 
million tons. 


The government has taken steps to rationalize pricing policies, promote 
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conservation, encourage private sector exploration and reduce technical and 
administrative power losses. WAPDA, the Water and Power Development 
Authority which provides 80.3 percent of the nation's energy resources, has 
announced its first public bond sale, a preliminary step in efforts to make 
the company financially self-sufficient. Private companies also will be 
allowed for the first time to produce electric power for distribution 
through the national grid. More will have to be done to promote energy 
development and curtail consumption to avoid persistent energy shortages and 
blackouts. 


Public Finance ance, Money and Prices: Pakistan's federal budget in PFY 1987 was 
Rs. 144.8 billion, equal to 27 percent of GDP. Current expenditures (for 
example, debt service, defense, and administration) consumed 71 percent of 
the budget; development expenditures (for example, power and irrigation 
projects, fertilizer subsidies, education, health, and rural development) 
constituted the remainder. In PFY 1987, the deficit increased to Rs. 53 
billion ($3.1 billion), equivalent to 9.9 percent of GDP. Defense outlays 
amounted to 34.4 percent of current expenditures; debt service took another 
30 percent. The government borrowed Rs. 11.7 billion (93 percent increase 
over PFY 1986) from the domestic banking system to cover that part of the 
gap not financed by foreign assistance or domestic savings schemes. 
Domestic non-bank borrowing was Rs. 30.2 billion, 18 percent higher than 
last year. 


Revenues were up 10.8 percent in PFY 1987. This was primarily due to an 


increase in non-tax receipts of 24 percent. Indirect taxes, which comprise 
83.3 percent of gross tax revenue, were up 9.6 percent. The largest portion 
of indirect taxes comes from import duties (48 percent); excise taxes and 
surcharges each contribute 24 percent. Sales tax on domestic transactions 
contributes only 1.7 percent to indirect taxes. Agricultural income, which 
accounts for more than one-quarter of GNP, is exempt from income tax. 


The National Taxation Commission issued recommendations for tax reform in 
December 1986. The Commission estimated the black economy, on which no 
direct revenues are collected, to be $10 billion, or almost one-third of 
GDP. Tax evasion was estimated at 263 percent more than total taxes paid in 
PFY 1985. Among the recommendations of the Commission are: reducing 
corporate rates from 55 to 45 percent, streamlining and reducing import 
duties, tightening up on administration, imposing a sales tax on non-food 
items, and exploring use of a value added tax. The government is attempting 
to improve taxation administration procedures. Unless a number of other 
measures are adopted, Pakistan could face a serious weakening of its 
budgetary position. 


The original PFY 1988 budget which was presented in June 1987 had to be 
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revised substantially due to adverse public reaction to new tax surcharges 
which would have been borne by current taxpayers, and to higher prices for 
kerosene, Cigarettes and soft drinks. The current budget envisages a 14 
percent growth in tax receipts, primarily from tightening up on collection 
of existing taxes. Current expenditures are expected to rise 8.8 percent. 
Development expenditures are to grow 11 percent, with substantial increases 
for housing, agriculture, fuels, National Assembly Members' development 
projects, and population planning. Decreased spending is forecast for 
fertilizer subsidies, and industrial and minerals investment (the government 
expects the private sector to increase expenditure on the latter two). 


According to official government statistics, inflation in PFY 1987 was down 
to 3.7 percent, the lowest since 1970. The wholesale price index was up 4.5 
percent, compared to 3.9 percent the previous year. Monetary expansion in 
PFY 1987 was 14.2 percent. The public perception is that official 
statistics tend to underestimate actual inflation. A rent survey which has 
just been completed is expected to show substantial inflation in the housing 
sector, and housing costs will be given more weight in the new Consumer 
Price Index to be used in PFY 1988. Monthly price increases during June, 
July and August of 1987 were higher than increases for corresponding months 
since 1983. The above factors, as well as slower GNP growth, could bring 
official inflation in PFY 1988 to 6-7 percent. 


Balance of Payments: Pakistan's balance-of-payments position improved in 
PFY 1987 for the second year ina row. Exports were up 20 percent; imports 
were down 2.5 percent. The overail trade deficit of $2.3 billion decreased 
25 percent. The dollar value of Pakistan's exports increased from roughly 
half the value of imports to 60 percent of imports. The Current Account 
Deficit decreased from $1.2 billion (3.3 percent of GNP) in PFY 1986 to $750 
million (2.4 percent of GNP) in PFY 1987. Remittances, which had increased 
in PFY 1986 due to the return of workers who could no longer find work in 
the Gulf and brought back their savings, declined by 11.4 percent. At 
yearend, Pakistan had foreign exchange reserves of $865 million, roughly 7.7 
weeks of imports. 


The improvement in Pakistan's export position was due to increases in export 
receipts for cotton yarn (71.7 percent), leather (32 percent), ready-made 
garments (65 percent), and fish and fish products (38.6 percent). The 
decrease in the import bill was due primarily to falling crude oil prices. 
While the quantity of fertilizer imports increased, the value declined 37.5 
percent due to a decline in unit cost. Edible oil imports also declined 
37.5 percent in value terns. 





The government is projecting further improvement in the balance of payments 
position in PFY 1988, due to expectations for continued export 

World prices for cotton and rice are likely to be higher than originally 
projected. However, declines in remittances and increased imports of crude 
oil for industrial expansion when oil prices have begun to creep back up 
could dampen the picture. Moreover, the worldwide boom in textiles which 
helped fuel Pakistan's export growth during the past year will probably 
level off. Bilateral textile agreements with countries like the United 
States will also limit growth, although there is room for increased value 
added. Pakistan currently is highly dependent on a small number of exports: 
raw cotton, cotton yarn and textile items account for 45 percent of export 
earnings. Therefore, the government attaches high priority to 
diversification of exports. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


The United States' 1981-87 bilateral assistance package to Pakistan of $3.2 
billion has been divided roughly equally between economic and military aid. 
Economic aid of $1.625 billion had a considerable commodity component for 
financing imports from the United States. U.S. AID-sponsored projects have 
been concentrated in the energy, agriculture, and social services sectors, 
reflecting the Government of Pakistan's priorities for development in these 
areas. The Pakistani armed services are familiar with U.S. military 
equipment due to our military assistance programs. In addition to purchases 
under foreign military sales, there are opportunities for American companies 
to make 

cash sales of defense-related equipment, including roadbuilding and 
transport equipment, communications systems, radars, and bridges. 


An assistance package for the period 1987 to 1993, which was negotiated in 
1986, is subject to Congressional approval. It envisages $2,280 million in 
economic aid (mainly grant) and $1,740 million in military aid. 


Pakistan looks to the United States as an important export market. American 
retailers find Pakistani textiles, apparel, surgical goods, leather 
products, and fish and fish products particularly attractive. Import quotas 
exist, however; trade in textiles is governed by a bilateral agreement. 


Even with a comparatively stronger dollar in PFY 1986, the United States was 
Pakistan's second largest supplier with a market share of 11 percent. U.S. 
exports should be increasingly competitive with a weaker dollar. American 
exporters can successfully exploit their advantages in this expanding market 
by taking a personalized approach in handling trade and investment 
inquiries, by making personal visits, and by supporting their local agents 
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or distributors. The United States has been a major supplier to Pakistan of 
agricultural products, especially edible oil, and tallow. Other major U.S. 
exports are fertilizers, insecticides, coal, industrial raw materials, 
machinery, aircraft, aircraft parts, and ground support equipment. 


There are new prospects for U.S. exports as Pakistan seeks to develop its 
infrastructure and to foster export-oriented industries. Good opportunities 
exist for new orders in the following areas: 


agricultural machinery electric power generation 
motor vehicles oil and gas field machinery 
scientific instruments mining machinery 

computers textile and leather machinery 
health care equipment transport equipment 
teleconmunications equipment 

food processing and packaging equipment 

chemical and petrochemical equipment 

electronic production and testing equipment 

earthmoving and construction machinery 


There are also opportunities for Americans in services, including project 
feasibility studies; airport construction; energy, communications: and 
transportation project design; and other engineering services. 


While there are clearly opportunities for U.S. exports, Pakistan's 
restrictive import policies on many product categories, high tariffs and 
taxes, and limits on technical assistance fees and royalty payments can 
impede successful large-scale market penetration and competitiveness for 
certain U.S. products and exporters. U.S. firms interested in a substantial 
market share might instead consider local direct investment or joint-venture 
partnerships. U.S. investment in Pakistan currently is estimated at $125 
million. 


Pakistan welcomes foreign private investment in industrial projects 
involving advanced technology and heavy capital outlays. Good opportunities 
exist in agroindustry, chemicals, paper products, pharmaceutical raw 
materials, downstream steel products, man-made fibers, machine tools, 
petrochemicals, electronics and other capital goods industries. New 
investment in some service areas, especially insurance, banking, and 
consulting, is discouraged. 


An export processing zone (EPZ) has been set up in Karachi to attract 
foreign investment in export-oriented industries. In reviewing proposals 





for joint ventures, the government seeks projects which: (a) serve overall 
national objectives; (b) contribute to the development of capital, 
technical, and managerial know-how; (c) lead to the discovery, mobilization, 
or better utilization of national resources; (da) strengthen the balance of 
payments; and (e) result in substantially increased employment opportunities 
in Pakistan. There is no shortage of Pakistani companies interested in 
forming a joint venture with an American partner, but it behooves the 
American investor to exercise caution in his choice of a joint-venture 
partner. 


The Foreign Private Investment (Promotion and Protection) Act of 1976 
provides security against expropriation and adequate compensation for 
acquisitions. The act also guarantees to foreign investors the right to 
repatriate funds up to the amount of the original investment, profits, and 
any additional amount resulting from re-invested profits or appreciation of 
the capital investment. Foreign nationals employed in industrial 
undertakings having foreign private investment may make remittances of their 
monthly salaries or (at the end of their tenure) of their accrued savings. 
National treatment with respect to laws, rules, and regulations relating to 
import and export of goods is provided. In addition, the U.S.-Pakistan 
Treaty of Friendship and Commerce provides for national treatment of U.S. 
businesspeople in other areas. There is also a bilateral treaty providing 
for the avoidance of double taxation. 


U.S. companies interested in investing in Pakistan should be aware that the 
Overseas Private Investment Corporation, the Export-Import Bank, and the 
Trade and Development Program are actively involved in extending assistance 
to American firms and to the four American banks operating in Pakistan. The 
U.S. Department of State and the Department of Commerce's Foreign Commercial 
Service maintain four posts in Pakistan, any of which can provide more 
details on the local economic, business and investment climate. Visiting 
businesspeople are particularly welcome at the offices of the U.S. Embassy 
in Islamabad, located in the Diplomatic Enclave, Ramna 6 (telephone 826161) 
and at the Consulate General at 8 Abdullah Haroon Road (telephone 515081) in 
Karachi, Pakistan's commercial and financial capital. The Consulate General 
in Lahore at 50 Zafar Ali Road, Gulberg V, (telephone 870221) and the 
Consulate in Peshawar at 11 Hospital Road, (telephone 79801) also welcome 
American visitors. Please note that the workweek in Pakistan begins on 
Sunday. The weekend is Friday and Saturday. 





